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Docket No. E01575A-07-0501IN THE MATTER OF THE
APPLICATION OF SULPHUR
SPRINGS VALLEY ELECTRIC
COOPERATIVE, INC., AN ARIZONA
NONPROFIT CORPORATION, FOR
AUTHORIZATION TO INCUR DEBT
TO FINANCE ITS CLEAN
RENEWABLE ENERGY BONDS FOR
SCHOOLS PROGRAM AND FOR
RELATED APPROVALS.

SULPHUR SPRINGS VALLEY
ELECRIC COOPERATIVE, INC'S
EXCEPTION TO RECOMMENDED
ORDER
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On August 30, 2007, Sulphur Springs Valley Electric Cooperative, Inc. ("SSVEC"

or "Cooperative") filed an Application with the Arizona Corporation Commission

("Commission") for approval to borrow up to $11.48 million from the National Rural

Utilities Cooperative Finance Corporation ("CFC") to finance its Clean Renewable

Energy Bonds for Schools Program ("CREBS Program"). 1 On November 29, 2007, the

Administrative Law Judge ("ALJ") filed a Recommended Order ("RO") that approves

SSVEC's Application to borrow the funds from the CFC for the purposes set forth in the

application, but only up to an interest rate not to exceed 0.5 percent. SSVEC, through

counsel undersigned, hereby files this Exception requesting that the interest rate cap be

eliminated or, in the alternative, for the cap to be set at a rate not to exceed 1.5 percent.
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As  indica te d in the  RO a nd in the  Nove mbe r 16, 2007 S ta ff Re port file d by the

Commis s ion's  Utilitie s  Divis ion ("S ta ff"'), the  purpos e  of the  fina ncing is  to cons truct

photovolta ic s ha de  s tructure s  a t a ll the  public s chools  in SSVEC"s  s e rvice  te rritory, a s

1 The Energy Policy Act of 2005 provided for the  issuance of CREBS bonds to afford e lectric cooperatives
and public power sys tems a  new incentive  to finance  renewable  gene ra tion projects . Qua lified projects
within the  meaning of S ection 54(d)(2)(A) of the  Inte rna l Revenue  Code  may apply for an a lloca tion of
CREBS  bonds  from the  De pa rtme nt of the  Tre a sury. The  CFC will a pply for a n a lloca tion of CREBS
bonds  a nd loa n S S VEC mone y ba se d upon such a lloca tion. The  CFC will cha rge  S S VEC a  nomina l
interest rate (as opposed to a market interest rate) to defray administrative costs and expenses.
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be  Elimina ted

As  indica te d in the  Applica tion, SSVEC a nticipa te d the  inte re s t ra te  tha t it would

pa y the  CFC to be  be twe e n 0.5 a nd 1.0 pe rce nt. S ince  the  filing of the  Applica tion a nd

the  issuance  of the  Sta ff Report, SSVEC has  confirmed with the  CFC tha t the  inte res t ra te

tha t it will cha rge  will be  gre a te r tha n 0.5 pe rce nt, but tha t it is  s till a nticipa te d not to

exceed 1.0 pe rcent. If the  Commiss ion was  to adopt the  RO with the  0.5 pe rcent inte re s t

ra te  ca p, SSVEC will be  pre clude d from borrowing the  mone y for the  CREBS Progra m.

SSVEC does  not be lieve  tha t this  was  the  ALJ 's  intent.

2 The  S ta ff Report for this  matte r was issued on December 4, 2007 recommending tha t the  Commission
approve  SSVEC's REST Plan and RES Tariff.
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well a s  a t public colleges  and unive rs itie s , a s  pa rt of the  Coopera tive 's  CREBS Program.

The  CREBS Program is  a  major component of SSVEC's  Renewable  Energy Standard and

Ta riff P la n ("RES T P la n" or "RES  Ta riff') tha t is  curre ntly be fore  the  Commis s ion for

a pprova l in Docke t No. E-01575A-07-0310.2 The  Applica tion  s ta te d  tha t S S VEC

intended to repay this  loan entire ly from revenues  de rived from its  Commiss ion-approved

RES  Ta riff a nd not out of S S VEC's  othe r ra te s  a nd cha rge s . The  Applica tion furthe r

s ta ted tha t the  CFC had previous ly indica ted to SSVEC tha t it e s tima ted the  inte re s t ra te

on the  loan of approxima te ly 0.5 to 1.0 pe rcent. Both the  S ta ff Report and the  RO noted

that the  Cooperative  estimated the  interest ra te  on the  loan to be  approximately 0.5 percent

be ca us e  a t the  time  of the  filing of the  Applica tion, this  wa s  the  informa tion tha t wa s

re layed to SSVEC by the  CFC.

Sta ff pe rformed its  financia l ana lys is  based upon SSVEC borrowing the  full $11.48

million  a t a  0 .5  pe rce nt in te re s t ra te  a mortize d  ove r 16  ye a rs without ta king in to

cons ide ra tion the  additiona l revenues  tha t would be  de rived unde r the  RES Tariff Based

upon this  conse rva tive  a na lys is , SSVEC ha d a  De bt Se rvice  Cove ra ge  ("DSC") of 1.06.

S ta ff did, howe ve r, note  tha t if "the  Commis s ion a pprove d the  RES T Ta riff, S S VEC

would ha ve  incre me nta l re ve nue  to s e rvice  the  loa n a nd he nce , a  highe r DS C tha n

es timated." Sta ff did not recommend an inte res t ra te  cap for this  financing.
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The Proposed Interest Rate Can will Preclude this Loan. is Unnecessarv and Should



Although S ta ff conducte d its  fina ncia l a na lys is  utilizing a  0.5 pe rce nt ra te , S ta ff

acknowledged tha t this  was the  approximate ra te  tha t SSVEC had anticipa ted. S ta ff a lso

did not re commend an inte re s t ra te  cap. As  s ta ted in the  Applica tion, SSVEC intends  to

pa y principa l a nd inte re s t on the  loa n e ntire ly from the  re ve nue s  de rive d from its  RES

Tariff, which revenues  were  not factored in for purposes  of the  Sta ff financia l ana lys is  a s

se t forth in the  RO. Howeve r, the  RO expre ss ly conditions  the  approva l of this  financing

on Commis s ion a pprova l of a  compa tible  RES  Ta riff the re by e ns uring the  a dditiona l

revenue stream.

Fina lly, S S VEC inte nds  to dra w down the  full a mount of the  loa n ove r the  ne xt

twe lve  months . The  inte re s t ra te  tha t the  CFC will cha rge  is  ve ry low ra te  a nd not a

marke t ra te .3 Even if the  ra te  was  to rise  a  full point to 1.5 pe rcent during the  next twe lve

months , SSVEC's  DSC would s till be  a bove  1.0 ba s e d upon curre nt ope ra ting re ve nue

without e ve n ta king into a ccount the  a dditiona l re ve nue s  de rive d from the  RES  Ta riff.

Accordingly, unde r the s e  circums ta nce s , the  impos ition of a n inte re s t ra te  ca p is  not

necessary or appropriate  and the cap should be eliminated.

Alte rna tive  Propos a l
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Although S S VEC doe s  not be lie ve  tha t a n  in te re s t ra te  ca p is  ne ce s s a ry or

appropria te , if the  Commiss ion chooses  to impose  an inte re s t ra te  cap on this  financing,

S S VEC s ubmits  tha t a  1.5 pe rce nt ca p is  more  a ppropria te . Although the  CFC ha s

recently told SSVEC following the  is suance  of the  RO tha t it does  not anticipa te  tha t the

inte re s t ra te  would e xce e d 1.0 pe rce nt, the re  is  no gua ra nte e  tha t a  highe r inte re s t ra te

could be  in e ffect a t the  time  of a  subsequent draw. The  CFC sugges ted to SSVEC tha t if

the  Commis s ion wa s  to  impos e  a n in te re s t ra te  ca p, it s hould corre s pond with  the

maximum amount the  CFC is  pe rmitted to charge  under the  federa l CREB program or 1.5

pe rcent. This  would provide  sufficient cushion to ensure  tha t even if the  inte res t ra te  was

to ris e  a bove  1.0 (be ca use  the  CFC's  a dminis tra tive  cos ts  a nd e xpe nse s  une xpe cte dly

3 In Decision No. 70027 (December 4, 2007), the Commission recently approved an SSVEC financing
application that imposed an average effective interest rate not to exceed 7.5 percent that related to current
CFC market rates.



incre a s e d), the  Coope ra tive  would s till be  a ble  to dra w down the  loa n. Accordingly,

S S VEC s ubmits  tha t a  1.5 pe rce nt ca p is  more  a ppropria te , give n the  be low ma rke t

inte re s t ra te  a nd the  re la tive ly s ma ll a mount of the  fina ncing. More ove r, e ve n a t a  1.5

pe rce nt inte re s t ra te , SSVEC's  DSC would s till be above 1.0 which would be  cons is tent

with the  RO's  intent in impos ing a  cap. Fina lly, a s  discussed above , the  current financia l

analysis  does  not take  into considera tion revenues  from the  RES Tariff which a lso must be

approved by the  Commiss ion a s  a  condition of this  approva l, the reby ensuring additiona l

revenue to pay principa l and interes t.

Conclus ion

On the  bas is  of the  foregoing, SSVEC respectfully reques ts  tha t page  6, line  11 of

the  RO be  a me nde d to de le te  "a t a n inte re s t ra te  not to e xce e d 0.5 pe rce nt,". In the

a lte rna tive , if the  Commis s ion be lie ve s  tha t a n inte re s t ra te  ca p is  ne ce s s a ry, SSVEC

respectfully reques ts  tha t page  6, line  11 be  amended to de le te  "0.5" and insert "l.5".

RESPECTFULLY SUBMITTED this  10th da y of De ce mbe r, 2007.

S NELL & WILMER L.L.P .

By

One Arizona  Center
400 East Van Buren
Phoe nix, Arizona  85004-2202
Attorne ys  for S ulfur S prings  Va lle y Ele ctric
Coopera tive , Inc.

ORIGINAL a nd 13 copie s  file d this
10th day of December, 2007, with:

Docke t Control
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington
Phoe nix, Arizona  85007
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COPY of the  foregoing hand-de live red
this  10th day of December, 2007, to:
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Jane Rodder, Administra tive Law Judge
He a ring Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007

Pedro Chaves
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washier ton Street
Phoe nix, Arizona  85007

Janet Wagner, Esq.
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007
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